Number of factors
raise cost of care
There are many reasons hospital
costs in particular and health care
costs in general have risen so dramatically in the past twenty years. The
major factors are inflation, increased
quality and availability of care, changes
in the size and age of the population,
and changes in the basic nature of
care. To understand the hospital cost
issue it is necessary to understand the
factors that increase costs and understand what can and cannot be regulated.
THE "GREAT SOCIETY" The United
States has had a national commitment
to increased quality and availability of
health care for over thirty years. Beginning in the 1950's with government
programs to build hospitals, educate
health professionals, and step up
research and development in health
care, the drive has been for the highest
standard of care in the world. President Lyndon Johnson's 1965 declaration that health care must become a
basic right of all citizens, not a privilege,
symbolized the attitude of the "Great
Society." The Medicare program and
others that followed have largely met
that goal, but it has been an expensive
process.
INFLATION Hospitals are subject to
the ravages of inflation just like every
other business or individual. Certain
things hospitals use a lot of - like
labor and petrochemical
products
(fuels, plastics, etc.) - have gone up
more than other items in the past few
years.
POPULATION It's no secret that the
average age of the U.S. population is
getting higher, and will for at least the
next thirty years. In Maine, we have an
over-65 population growing at about
2% a year, and also a general growth in
population of 1.3% a year. More people
means more people seeking care, and
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Hospital Cost Containment
The cost of health care in Maine, and legislation aimed at keeping the cost
down, have become topics of heated public debate. The Maine Legislature's
Committee on Health and Institutional Services held day-long hearings April
28 on two proposed bills - one from Governor Brennan and one from the
Maine Hospital Association - and will continue work on the bills over the next
few weeks.
We've seen and heard a lot about hospital costs lately on TV and radio, in
the newspapers, and probably from friends and relatives. The issue of cost
containment is a complex and sensitive one, and as hospital employees we
and the patients we serve are in a very real way at the center of the public debate.
The legislative proposals have far-reaching implications for each and every
patient in Maine hospitals and all of us who care for them. The stakes are nothing
less than the continued quality and availability of health care in Maine, and
the ability of health care workers to deliver that care. The lines are drawn between
the economic concerns of the state and the concern of hospitals for their patients'
needs.
This special supplement has been prepared to help MMC employees understand and stay abreast of the situation. In it, we look at the causes of the rise in
health care costs, the degree of the problem in Maine, the specifics of the
proposals being made for Maine, and the philosophical background of the issue.

MHA bill a rational,
equitable approach
The Maine Hospital Association's
proposed legislation includes many of
the basic principles contained in the
proposals submitted
by Governor
Brennan: a prospective payment system (payment amount determined in
advance instead of after, as with a
reimbursement system), a predetermined annual revenue cap for each
hospital, mechanisms to make sure all
payors pay their fair share of costs,
and a public body to administer the
payment system.
The legislation contains what the
MHA considers to be a rational
approach to the problem, one based
on a reasonable level of regulation.
Specifically, it:
• provides for a revenue limit for each
hospital based on specific criteria. It
also allows for specific input by the
hospitals as to what impact they think
these criteria will have on them and
their patients.
• provides realistic incentives for hos-

pitals to reduce expenses, and provides penalties for hospitals that
exceed revenue limits.
• provides protection for smaller hospitals that have wide, unpredictable
swings in revenues and expenses due
to uneven demand.
• creates a process that will not intrude
into the management of the hospital.
• provides for a prospective payment
system to be in place by October 1984.
• establishes a public body composed
of consumers, payors, and providers
to oversee the process, and gives hospitals due process - the right of appeal
when they feel they have not been
treated fairly.
• allows hospitals to maintain an
environment conducive to community
support through philanthropy.
• recognizes the impact federal regulations and relies upon them whenever
possible, to avoid duplication and
excessive regulation.
• requires that Medicare participation
in the system be actively pursued, in
order to accomplish true payor equity.

Heavy regulation has
many serious problems
The question must be asked: what's
wrong with L.D. 1353, the Governor's
cost containment initiative drafted by
the Department of Human Services
and sponsored
by Senator Mary
Najarian (D-Portland)?
There are many practical difficulties,
some of which are noted below. There
is a basic philosophical problem as
well, and from it spring most of the
practical problems.
As MMC Executive Vice President
and Treasurer Donald McDowell explains: "No one is saying that hospitals
are bad citizens, that they have been
reckless and irresponsible with their
public trust. No one, not even the most
fervent proponents of the Governor's
bill. Despite this, the proposal is the
kind of law you impose on irresponsible citizens. It's a 'heavy' bill, full of
intrusions and sanctions."
Specific problems include:
• the revenue limit would be established by vague, as-yet-undefined, and
in many cases unmeasurable criteria.
It also allows for additional adjustments that seem to undermine the
stated objective of meeting the full
financial requirements of hospitals.
• an arbitrary limit of 1% a year is
placed on new and expanded services.
Despite all other considerations,
including a completed and approved
Certificate of Need, a new service or
expansion could not be instituted if its
cost combined with similar costs from
other hospitals exceeded 1% of the
region's gross patient service revenues.
• the "regional hospital corporations"
would be established for the purpose
of dividing resources. This is contrary
to the principles of sound public policy
planning.
• the oversight commission
would
be composed of five gubernatorial
appointees, who need have no practical experience in hospital administration, finance, or health care delivery.
The actual power would rest with the
commission's staff.
• the penalties that would be imposed
on hospitals for exceeding revenue
limites would be excessive the
revenue cap for the following year
would be reduced by 140% plus inflation of the amount of the overage.
Other sanctions are equally confiscatory.
• the only route of appeal for a hospital
that feels it has been treated unfairly is

to the courts - an expensive, lengthy
process.
• the arbitrary nature of the formulas,
and the lack of specific guidance for
the commission would substantially
increase the risk of litigation.
• by giving the commission power to
include charitable contributions in the
calculations for determining revenue
limits, the law would negate the intent
of givers and discourage philanthropy.
• the law would disregard or duplicate
federal laws already in place.
• it is designed to encourage a waiver
to allow Medicare participation in the
system, but even if granted this would
not achieve true payor equity.

L.D. 1174, the cost containment legislation supported by
the Maine Hospital Association
has been endorsed by Maine
Medical Center's Board of Trustees. As expressed in its Statement of Intent, its purposes are to:
• promote greater efficiency in
the use of resources in providing
hospital services;
• provide predictability in payment amounts
for patients,
payors, and providers;
• ensure accountability
to the
public;
• ensure greater equity among
purchasers,
classes or purchasers, and providers;
• preserve the financial viability
of an efficient and effective Maine
hospital system;
• preserve the quality of care and
community access to necessary
health care services;
• recognize the unique circumstances of individual hospitals
with particular attention to the
needs of smaller hospitals in rural
areas.

Where does
it all stand?
The two cost containment bills
are currently being reviewed by
the Joint Standing Committee on
Health and Institutional Services
of the 111th Legislature. The
committee has several options. It
could report unfavorably on both
bills, or on one or the other, or it

Figures reveal true
degree of problem
Much is said about the "skyrocketing" and "excessive" costs of hospital
care in Maine, and there is no shortage
of numbers on all sides. No one is
going to argue against the statement
that costs are rising arid that the rise
is a cause for concern, but the degree
of the problem in Maine needs to be
placed in perspective.
• The annual rate of increase in hospital costs in Maine has been consistently lower than the national average,
and compares favorably with the
increases in New England and in the
few states with regulation. For instance, the increase in Maine was
15.1% in 1981, while the New England
average was 15.7% and the national
average was 17.9%. MMC's operating
expenses went up only 11.3% in 1981.
For 1982, the MMC figure was 11.85%
and the Maine figure was 13.7%,
against a national average of 15.8%.
MMC's projected increase in 1983 is
only 10.05%.
• In terms of cost per admission, Maine
is doing very well. For instance, the
U.S. average for adjusted expenses
per admission in 1981 was $2,171.20.
For Maine, it was $1,976.36, and forthe
regulated states of Maryland and
Connecticut, the figures were $2,468.25
and $2,363.20 respectively.
• Since the .institution of the Voluntary Budget Review Organization, the
trend in Maine has been toward a slowing of the annual increase in costs.

could try to draft a compromise
bill.
Observers feel that a compromise is likely, and may come
before the end of the current session (mid-June). If there were not
enough time to deal with the
compromise before the end of
the session, a special session
would likely be called in the Fall.

Change in hospitals'
bill reflects society
The fact that Maine's hospitals are
backing legislation calling for mandatory cost controls has been viewed
with surprise by many and suspicion
by a few. Hospitals have traditionally
opposed government regulation, and
the first response to the introduction of
the Governor's cost containment bill
was an opposing bill that in essence
maintained the status quo.
The status quo was believed to be
worth maintaining
because it was
working. The Voluntary Budget Review
Organization, less than three years
old, has already had a demonstrable
positive effect on the rate of increase
in hospital costs in Maine. This, combined with a natural resistance to regulation and worries about the tone and
substance of some of the early versions
of the Brennan bill, led to the original
MHA legislative proposal.
The original MHA bill has now been
amended to have mandatory revenue
cap and prospective payment provisions, because it appeared any bill
that did not include those provisions
would not have the support required. In
redrafting the bill, the MHA acknowledged the common goals that have
always been shared by hospitals and
the Governor, and attempted to meet
them in a rational manner.
Support of regulation represents a
fundamental change in attitude for
hospitals. MMC Executive Vice President and Treasurer Donald McDowell
explains that "hospitals debated within
and among themselves for a long time,
before accepting the possibility that
state leadership
was concerned
enough about cutting hospital costs
that it was willing to take the risks
associated with an absolute limit on
the activities of local hospitals." Most
administrators would now agree that
society appears ready to accept some
sort of limit, even if the quality of care
and access to it were placed on the
line.
"The MHA bill," McDowell says, "is
based on the premise that hospitals
are good and reasonable citizens who
will accept the will of the people and
the legislature. It requires us to explain
our needs and gives us a chance to
appeal decisions we believe would
adversely affect the quality of care, and
ultimately require us to live within a
predetermined budget based on real
and reasonable criteria."

FACTORS, from page one
_
older people are more frequent users
of care. This is a natural function of
age, and also a result of the fact that
many people are surviving two or three
fatal illnesses. About 75% of all Medicare expenditures occur in the last
fifteen days of life, which gives an indication of the effect of population age
on hospital costs.
INTENSITY OF CARE This is a difficult concept, because ways of accurately measuring the intensity of
hospital care are only now being
developed. Intensity has to do partly
with dramatic, almost daily advances
in medical technology, partly with
equally rapid and dramatic advances
in treatment, and partly with the enormous increase in manpower necessary to run the equipment and render
the treatment. Sicker people require
more tests, more machinery, and more
people to take care of them.
DEMAND
Demand for medical
services has risen dramatically
in
recent years, due to changes in the
population, increased access to care
(brought about by Medicare, Medicaid, etc.) improvement in care, and a
general rise in health consciousness.
Hospitals do not create demand, they
can only respond to it. Demand is
created by patients who rightly expect
their physicians to prescribe the best
possible treatment, and both patient
and physician expect the hospital to
provide the care, equipment, and personnel required.
If you want to contact your legislator, here's how:
STATE SENATORS
By mail: Honorable (name)
Senate of Maine
State House Station #3
Augusta, Maine 04333
By telephone: 289-3601 or
1-800-452-4601
STATE REPRESENTATIVES
By mail: Honorable (name)
House of Representatives
State House Station #2
Augusta, Maine 04333
By telephone: 289-2866 or
1-800-452-4601
If you don't know who your legislators are, call the MMC Public Information Office at x2196.

MMC Trustees term
MHA bill reasonable
The following resolution was passed
unanimously by the Maine Medical
Center Board of Trustees at its April 28
meeting. A copy has been entered as
testimony with the Joint Standing
Committee on Health and Institutional
Services of the Maine Legislature.
WHEREAS, the Maine Medical Center is committed to providing high
quality health care to those who need
its services, without regard to patients'
financial circumstances; and
WHEREAS, the Maine Medical Center is committed to providing such care
as efficiently as possible; and
WHEREAS, the Maine Medical Center supports public and private efforts
to curtail the rise of health care costs
through reductions' in demand for
services, reforms in the reimbursement system and achievement of
equity among payors for hospital
services; and
WHEREAS, the Maine Medical Center believes effective cost containment
that limits reductions in the quality of
care and that assures equality of
access to needed care depends on
cooperation among the general public, state and federal governments,
insurance companies, physicians and
hospitals; and
WHEREAS, the Maine Medical Center supports Governor Brennan's basic
objectives in containing hospital costs,
but does not agree with many of the
specifics in the legislation introduced
on his behalf (L.D. 1353); and
WHEREAS, the Maine Medical Center considers the hospital cost containment legislation introduced on behalf
of the Maine Hospital Association
(L. D. 1174) consistent with Governor
Brennan's objectives, appropriate to
Maine's health care circumstances
and needs, and better suited to a
cooperative approach to cost containment;
THEREFORE, Be it Resolved that
the Maine Medical Center Board of
Trustees hereby endorses the L.D.
1174 as a reasonable approach to hospital cost containment and reimbursement reform and supports efforts to
reach a constructive
compromise
between the different approaches to
the difficult and complex problem of
health care cost containment
now
pending before the Maine State Legislature's Joint Standing Committee on
Health and Institutional Services.

[Editor's Note: the following editorial
was written by an independent observer
of the cost containment debate. We
thought it valuable because it is a
reasoned, insightful, impartial examination of the philosophical basis of the
debate. It appeared in the February 2,
1983, Central
Maine Morning
Sentinel.]

What's it worth to
keep Grandma alive?
Last Tuesday, Reddington-Fairview
General Hospital's finance director, Dana
Kempton, told Skowhegan Rotarians there
is a tremendous battle developing in Maine
over a proposed state law to limit hospital
expenditures.
He is right, and coverage of that fight will
probably put on the front pages for the first
time the issue of how much we should
spend keeping sick people alive.
Not just some other person's sick person,
but your Grandma and mine. The Maine bill
is designed to cap hospital spending as a
way to limit what reporters and politicians
generally refer to as "soari ng health costs."
That may have to be done sometime,
somehow, but anyone making a decision
about the issue will find out that on the tail
of the health cost limitation issue is one of
limiting health care, and that means making
a far more difficult decision on a personal
and national policy level: How much should
we spend to keep Grandma alive?
That does not mean that if you want to
keep her alive you should oppose the bill,
though people like Kempton might have
you believe that. It means, and the bill
means, that America is finally being forced
to decide just how much life is worth,
whether it wants to or not and whether it
knows it or not.
Consider how much it cost to keep Barney
Clark alive with his artificial heart.
One day, those hearts will be available to
everyone.The cost of providing those hearts
to the millions who will need them, and
deserve them as much as Barney Clark, will
be mindboggling.
Who is going to pay for them? Because
the U.S. government, through Medicare,
pays for much of the health care for our
senior citizens, it (meaning us) will have to
foot the bill.

It follows, therefore, that limiting what we
spend on health care will probably mean
there will not be enough government money
for everyone who needs one to get an
artificial heart, or kidneys, or bypass operations, or whatever.
The whole issue is complicated by the
advances in medical care and the aging of
our population.
On the one band, hospitals are getting
better and better at keeping people alive
and restoring them to relative health, but
the cost of the highly technical acute medical
care that accomplishes that miracle is
tremendous.
On the other hand, more and more people
are getting to the age wHere they will be
needing that expensive acute care. Even if
inflation was at zero, then, money spent on
health care will increase because more
people are going to be needing more of it.
How much are we willing to spend to get
that kind of care for everyone who is going
to need it? How much are we going to
spend to put artificial hearts in everyone
who is going to need them? How much are
we willing to spend to keep someone alive.
So the question right behind Maine's bill
is: are we going to be willing to pay for all of
the very expensive things that the medical
world is going to be able to do to keep us
alive, if going without them means Grandma
does not live as long as she might have?
Capping government expenditures on
medical care may ultimately have to involve
decisions about refusing to allow Medicare
patient artificial hearts because they cost
too much money.
That seems incredible, but are we going
to be willing to pay the taxes necessary to
buy one for every Grandma because her
nest egg just isn't big enough to cover it?
Never mind the legal implications of that
question: just consider the emotional ones.
What would you do if you were told by
your own personal Dr. Marcus Welby that
the hospital had the technology to give
your Grandma a high-tech plastic heart,
but she did not have the money to pay for it,
nor do you, and the government will not
reimburse the hospital for the cost, and the
hospital can't afford it, so she is just going
to have to die of congestive heart failure
one, two, or six years before she would if
she could get that heart?
That is the question.
On a local scale, that could rip a family
and a community apart (Mrs. Jones next

door is alive because she could pay for her
own new heart, but Grandma isn't because
she couldn't).
On a national scale, that could rip this
country apart.
None of this is to say that we should or
should not limit what this state, this country,
spends on health and life.
But as more and more of our Grandmas
get older, and as we get better and better at
keeping them alive through expensive
medical care like artificial hearts, we are
going to be faced with issues like cost caps
that are really issues about how much we
are willing to pay as a country and as
taxpayers for keeping Grandma alive when
she would die without advanced and very
expensive medical care?
The battle cannot be avoided Its existence
is already assured by taxpayers paying
what they feel are too-high taxes, and
policymakers confronted with health care
costs that are knocking huge holes in
federal and state budgets.
It is being fought behind the scenes in
every intensive care unit in the country by
more and more people.
Bills like the one in Maine to create a
Health Care Finance Commission will bring
it home. The decision is ahead and many
families will have to make it.
By ERIK STEELE, Sentinel Staff

Informational sessions on cost
containment have been scheduled
for this week All employees are
invited to attend. The schedule
of remaining meetings is:
Wednesday, May 11
3:30 - 4:00 AM
R8 Conf. Room
Thursday, May 12
1:00 - 1:30 PM
Cafe. Conf. Rooms A & B
Executive Vice President and
Treasurer Don McDowell will
speak about legislation and regulation at both the state and federal
levels, and answer questions. If
you have questions or concerns,
please attend. Coffee will be
served.
Mr. McDowell will also be willing
to schedule further sessions or
speak to individual departments/
divisions on request.
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